LT

UNITED STATES GENERAL ACCCUNTING OFFICE
WASHINGTON, DC. 20543
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bt oo wasaa FEZ 25 w277

The Honorable Paul Siron
Bouse of Peprecentatives

pear NMr. Simon: -

your Julv 1, 1876, letter rec:ezted that we review
the U.S. Tcstal Service's use of the resilrozds for trans-
porting the mails. Based cn yecur lztter and subsacuent
diszcussicas with vour staff, we focused our review on
(1) why the Service's use of the railroasds has declined,
(2) wrat types oOf cge2rvice the railrcads are able “o pro-
vide, and (3) whether the railroad industrvy is recsiving
an eguitzble cpportunity to octain wail transcortation
contracts,

we fourd that

~-the Service's rse of the raiircads has cecliined
primerily because cf (1} redvcticon ir available
rail service, (2) crowth c¢f nichwav and eir wmodes
of trgnccor:a ion, (33 increased -oTo2titicn from
private bulk mazil carviers, and {4) establishment
of mail delivery stancardés;

-—the railrcads z2re cor
ment of bulk mail; arn

eting cvrima2rily in the nove-

Cur review wzs verformed szt
Additional inforraticrn is previde
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BACKGROUND

The U.S. Postal Service svends hundreds of millions
of dollars annuallv for rail transvortaticn services pro-
vided by private firms. In fiscal vear 1976, for examole,
the Service srent 2bout $722 million to move the mails bv
highway, eair, rail, and water. About $624 million of
this amount was svent for highwav, air, and water trans-
portation services. The remaining monies, about $98
million, were pzid to the railroad industrv., Currently
there are 21 railroad comvanies holding contracts with
the Service. {See encl. 1.)

Most of the rail exvenditures ($£72 millicn) are
for "piggvback" trailer services for the movement of bulk
mail between the Service's pbulk mail centers. E£ervice
cfficials estimated that in fiscal year 1976 the industrv
transported 117,000 of these traiiers. The Service also
uses bagagage cars on 25 to 30 dailv 2MTRAK rvassenger trains
to move first-class and time~value mail (such as newspavers
and weekly macazines) tetwseen various cities. Retween
Washincten, D.C., ani New York there is a mail train with
railvay cost office end baggace cars attached. The railway
post office cars are used bv Service emonlovees to sort
letter and nriority mail while the trains are ir transit,

As noted abcve, $28 rmillion or acoroximately
14 percent of Service mail transvortation exctenditures
is to the railroads. Over the last 20 vears there has
been a major shift of mail transvortation from rail to
highway and air. The causes for this shift are discussed
below.

USE OF RAIL SERVICE 328 LCECLINED

In 1955 the Service svent zbout $406 willion on
mail transportation. 2bout $287 willicn, or 73 rercent,
was for rail transportztion services. The table below
shows how the rail incdustry's chare of the Service's ex-
penditures for mail transportation hes be=n declining,
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Dorestic Majl Costs
By Moce Cf Trancscortacion

Percentaage of

Fiscal vear Total Pail Highwav Air Water rail to total
—-- (millions)===m=me——c—w—-
1955 $405.7 §297.2 $ 72.3 $ 33.7 $2.5 73
1960 491.0  341.3 96.1  50.0 3.7 69
1965 542.2  328.9 126.0 82.5 4.8 61
1970 576.2 184.8 221.4 165.0 5.0 32
1976 721.9 98.0 346.0 275.3 2.5 14

Service officials cite several interrelated factors
to explain the decline in wail mcvement by rail. These
include (1) reduction in available rail service, (2)
growth of the airline and trucking .industries, (3) in-
creased comnetition from nrivate bulk mail carriers, and
(4) establishment of mail delivery standards,

Prior to 1950 the rzilroads vrovided the country
with an extensive nationwide network of passenger service,
At that time virtuallv 211 intercity mail tcaveled on
passenger trains in baggage cars and railwav post office
cars., Onlyv a sme;l portion of mail was carried by air,
and highway movemant was generallv limiteé¢ to local hauls,
puring the 1950s the railroads began terminating much
of their vassenger service for economic reasons. By the
early 1970s the network and frecuencv of vpassenger service
had been greatly rveduced. Since the Service normally did
not have enough volume to justify a train consisting en-

tirely of mail, it was forced to look to other modes of
transportation.

During this same reriod the zirlire and trucking
industries were c¢rowina. The airolane began renlacina
the train as the orimarv mode of lona distance ctassenaer
travei, carticularly afzer the introducticn of cormercial
jet service in the late 1950s. As corrercial air service
grew so did the Service's use of this mode of trangportaivion
for moving long distance intercitv meail. With the advent
of the interstate h:chwav svstem in the 1960s, long distance
trucking operations tecame effective competitors of the
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railroaé industry, rarticularlyv from the standooint of
cost and available service. Tcdav highwav transcortaticn
accounts for neariv nalf of the Service's meil transporta-
tion expenditures.

In recent years orivate firms have been able to
compete with the Service irn cdelivering bulk mail. For
example, in fiscal vear 197¢, the varcel rcost volume of
the Service's princ:cal cormetitor, United Parcel Service,
was abouvt triple that of the Service. Comcetition has
reduced the Service's need for pbulk mail transportaticn--
the major service teing orovided ov the railroads. Thouah
private competition has reduced the amount exoended bv
the Service for rail transvort, nrrivate carriers do use
the rails. A United Parrel fervice cfficial stated that
about $50 million was svent by his company on rail trans-
portaticn in calender vear 1975.

wWith the incepticn of the Postal Service in July 1971,
the Postxmaster Genersl esteblished deliverv stardards for
each class of mail. These standerds have made time the

primary factor in selecting a transvortation mode,

generallyv eliminating rail as a cotential =cde for trans-
porting Zirst-class z2nd tirms-vzluve mail. For nx a"“le, the
Service's delivery standarcé for first-clzss mail varies

£rom ons to three dzvs dependirng uvon tne &istance to the
éestination. For lonag distences, such as coast to coast,
the only mode which gives the Service enouch timre to drecess
and deliver first-class wmeil within these time constraints
is air.

b I & TR

For all classes of mail, the deliverv standards have
generally resulted in elirination of rail transportation
over shert distences. This is Zecause time consuming
and costlv railway terminal handlirng occurs recardless
of the distance traveled. The mail must b2 transcorted
between the rail terrinals znd the orocessing centers.

By using highwave the Service can wove mail directly from
one processing center to another.

RAILRQALS 2PE CCYPETITIVD

IN LCNG ZIETANCE EBCUL: “AIL *
When selectinag surface trancsoortation for bulk mail,

th2 Service usuallv cncoses either rzil or nrighwav., For

large vecluvres and lcnc Sistences, rail is tsually tha most

economiczl roce ¢f transoortation. It is also more ad-

vantageous woen there 1s an :mbalzance in r2il flow--more

0 +~

mail moving in cne cdirecticn than the other. This is
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because railroads are paid on 2 ver trio basis, whereas
highway transcort is paid for on a roundtrir basis evep
if the trailer is ~mptv on the return tripo.

Most of the Service's exvenditures for rail service
are for shiopina of nonpreferential zecond- or third-class
and fourth-class mail between bulk mail centers. Service
officials maintain that long distance vpicavback movement
is the best area for the raiiroacs to cbtain transcortaztion
contracts. The Chairman of the Railroad Mail Comrmittee
of the Acsociaticn of American Railrcads confirmed that
the railrcads' primary market ootential with the Service
is in the handling of bulk mail.

In fiscal vear 1976 Service costs for transportation
between bulk mail centers were about 5115 million. About
$§72 million, or 63 percent, was vaid to the railroads for
their piggyback services.

RAILROADS RECEIVE EQUITABLE QPPCRTUNITY

To determine whether railroads are treated fairly,
we reviewed the Service's decisions on transoort=2ticn modes
for bulk mzil and anelvzed selected highwav transoortation
schedules to determine if rzilrocad transvortation would
have bean a vizble alternative.

Bow & trencportation mode is celected

The need for bulk mail transvortation services
originates at the bulk mail centers. The transrorta-
tion needs are submitted to headouarters fer the actual
planning and bid solicitation. The mode to be used
is selected before a solicitation is made,

Service officials stated that there are no formal
policies or orocedures delineatina how a mode for bulk
mail transport is szlected, ard there is no documented
analysis of the decisions. They ctate, however, that
maintaining deliverv standards is thne most important
factor. These standards rance frem 2 to 7 davs, devend-
ing on the distance teo the cestination. Secondaryv factors
are cost, balance of traffic, velume of traffic, and dis-
tance to ke traveled. 1If the volume of mail is large znd
the distenre to bte traveled is cereater than 300 miles,
rail will probapblv be used if the Sarvice can use the

existing rail schedules and still meet the delivery
standards.
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When the Service contracts for hichwav transcorta-
tion, it dictates the time schedules for moving the mail,
With rail transvort, the Service does not have such flexi-
bility, because i: normally dces not have the volume to
warrant a chanoe In rail schedules., Service officials use
the Official Railwav Guide to obtain current schedules
and confirm them with railroad versonnel.

When the Service makes a decision to contract for
transportaticen, solicitations are sent to all individuals
and firms whose names zare on the Service's bidders list.
To get on the bldcers list an incdividuazl or firm needs
only submit a3 form tco the Service stating the tvre of
transport it can provide and the areaz of the ccuntry it
is interested in servicing. The Chairman of the Railroad
Kail Cormittee stated thet the railroads had no trouble
gettino ou bidders lists or obtainino comies of solicita-
tions which might be of interest to themn.

No indication that hichwav 1@ vsed
when rail Ceén SICViCe zo=qQuUate fervice

As stated earlier, the Service has no formal policies
or procedures describing how a varcicular mode is to be
selected, and there is no docurente3d enalvsic cupperting
the decisions mede. Szrvice officials assared us that
no particular mode is favored, and the Chairran of the
Railroad Mail Comrittee could not identify any instances
of railroads being treated unfairly.

Sinc: the railrozds' greatest rotential for cnntracts
with the Service is in the long heoul of bulk mail, we
examined the 18 longest highway trios cresently used by
the Service to determine if rail service wovlé be an
alternative. e obtained the rail schedules for the 18
trips from a railroad reoresentative and analvzed them
to see if the Service could still meet its delivery
standards. ©Cn 12 of the 18 routes the existing rail
schedules reguire freor 24 to 72 hours longer than the
delivery stancards permit. Recause the delivery standards
are the primary criteria in node =elect10n, rail is not
a viable alternative.

On the remainina six rcutes deliverv standards
could be met in one direction but nct the cther. Service
officials exolained that althouah razil trensoort would
meet the delivery stancdards in cone direction, highway
transport would still be necessary in the other direction.
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Because highway transvort is vaid for on a roundtrio
basis, it would not be cost effective to sbplit the
transportation between highway and rail.

There are other indications that the Service is using
rail service when prossible. For example, a large number
of trips between bulk mail centers involve a2 combination
of highway and rail service. O0On some routes the mail
moves part of the distance by highwav and the remainder
by rail. In other cases both modes are used to move
mail from one facilitv to another with rail being used
when delivery standards can be met. -

The Service aagrees with the information contained in
this repcrt. If we can be of further assistance, please
let us know.

Slncerely yours,

(‘7/,..4 "*"-r'.‘._
; R 1’ /-iv .t

4(./\—‘./ &

Victor L. Lowe
Director

Enclosure
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ENCLOSURE I

RATLPOADS EOLJING CCNTPACTS

WITH THE U.S. PCSTAL SERVICE

JANUARY 1277

AMTRAK

Atchinson, Tcveka & Santa Fe

Roston & Maine

CONRAIL

Chicago, Milwaukee, St. Paul & Pacific
Chicago and XNorthwestern

Chicago Rock Island & Pacific
Denver & Rio Grance Western
Delaware & Eucson

Florida East Coacstline

Grand Trunk western

Illinois Centrel Gulf

Missouri Pacific

Norfolk & Western .
st. Louis-San Francisco

Sezbcard Coast Line ‘
Soo Line

Southern Pacific

Southern Railway

Union Pzcific

Western Pacifin
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